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Legislative  Audit  Division 


State  of  Montana 


Report  to  the  Legislature 


December  1998       Financial-Compliaiice  Audit 

For  the  Two  Fiscal  Years  Ended  June  30, 1998 


Office  of  the  Governor  and 
Lieutenant  Governor 


We  issued  a  qualified  opinion  on  the  office's  financial  schedules.  The 
quaUfication  pertains  to  the  office's  Special  Revenue  Fund  activity.  Our 
report  contains  five  recommendations  relating  to: 

►■  Recording  activity  in  accordance  with  state  accounting  policy. 

►•  Reimbursing  the  General  Fund  $13,857. 

»•  Improving  compliance  with  state  laws. 
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Direct  comments/inquiries  to: 
Legislative  Audit  Division 
Room  135,  State  Capitol 
PO  Box  201705 
Helena  MT  59620-1705 
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statewide  or  444-4446  in  Helena. 
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FINANCIAL-COMPLIANCE  AUDITS 


Financial-compliance  audits  are  conducted  by  the  Legislative  Audit  Division  to  determine  if  an 
agency's  financial  operations  are  properly  conducted,  the  financial  reports  are  presented  fairly,  and 
the  agency  has  complied  with  applicable  laws  and  regulations.  In  performing  the  audit  work,  the 
audit  staff  uses  standards  set  forth  by  the  American  Institute  of  Certified  Public  Accountants  and  the 
United  States  General  Accounting  Office.  Financial-compliance  audit  staff  members  hold  degrees 
with  an  emphasis  in  accounting.  Most  staff  members  hold  Certified  Public  Accountant  (CPA)  cer- 
tificates. 

Government  Auditing  Standards,  the  Single  Audit  Act  Amendments  of  1996  and  0MB  Circular  A- 
133  require  the  auditor  to  issue  certain  financial,  internal  control,  and  compliance  reports.  This 
individual  agency  audit  report  is  not  intended  to  comply  with  these  reporting  requirements  and  is 
therefore  not  intended  for  distribution  to  federal  grantor  agencies.  The  Legislative  Audit  Division 
issues  a  statewide  biennial  Single  Audit  Report  which  complies  with  the  above  reporting 
requirements.  The  Single  Audit  Report  for  the  two  fiscal  years  ended  June  30,  1999,  will  be  issued 
by  March  31,  2000.  Copies  of  the  Single  Audit  Report,  when  available,  can  be  obtained  by 
contacting: 

Single  Audit  Coordinator  Legislative  Audit  Division 

Office  of  Budget  and  Program  Planning  Room  135,  State  Capitol 

State  Capitol  PO  Box  20 1 705 

Helena  MT  59620  Helena  MT  59^20-1705 
Phone  (406)  444-3616 
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December  1998 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  is  our  fmancial-compliance  audit  report  on  the  Office  of  the  Governor  and  Lieutenant 
Governor  for  the  two  fiscal  years  ended  June  30,  1998.  We  issued  a  qualified  opinion  on  the 
fmancial  schedules  of  the  office.  Our  report  contains  five  recommendations  regarding 
recording  activity  in  accordance  with  generally  accepted  accounting  principles  and 
improving  compliance  with  state  laws.  The  office's  response  is  contained  at  the  end  of  the 
report. 

We  thank  the  Governor,  Lieutenant  Governor,  and  their  staffs  for  their  assistance  and 
cooperation. 


Respectfully  submitted. 


A 


scott  A.  Seacat 
Legislative  Auditor 


Room  135.  State  Capitol  Building,  PO  Box  201705   Helena  MT  59620-1705 
Phone  (406)  444-3122     FAX  (406)  444-9784      E-Mail  lad@state.mt.us 


Legislative  Audit  Division 


Financial-Compliance  Audit 

For  the  Two  Fiscal  Years  Ended  June  30,  1998 


Office  of  the  Governor  and 
Lieutenant  Governor 


Members  of  the  audit  staff  involved  in  this  audit  were  Victoria  Murphy,  Laura 
L.  Norris,  Vickie  Rauser,  and  Jenny  Solem. 
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Report  Summary 


Governor's  Office 


This  report  contains  the  results  of  our  fuiancial-comphance  audit  of  the 
Office  of  the  Governor  and  Lieutenant  Governor  (office)  for  the  two 
fiscal  years  ended  June  30,  1998.  The  previous  audit  report  contained 
three  recommendations  to  the  office.  The  office  implemented  two  and 
partially  implemented  one  recommendation. 


This  report  contains  five  recommendations.  The  first  two 
recommendations  address  areas  where  the  office  can  improve 
comphance  with  state  accounting  policy.  The  other  three  issues  are 
areas  where  the  office  can  improve  comphance  with  state  law. 

We  issued  a  qualified  opinion  on  the  financial  schedules  contained  in 
this  report.  This  means  the  reader  should  use  caution  when  relying  on 
the  presented  fmancial  information  and  the  supporting  data  on  the 
Statewide  Budgeting  and  Accounting  System.  The  qualified  opinion 
resulted  fi-om  unrecorded  activity  related  to  the  Montana  Consensus 
Council  during  fiscal  year  1997-98. 

The  listing  below  serves  as  a  means  of  summarizing  the 
recommendations  contained  in  the  report,  the  office's  response  thereto, 
and  a  reference  to  the  supporting  comments. 


Recommendation  #1 


We  recommend  the  office: 

A.     Spend  non-general  fund  money  first  in  accordance 
with  state  law. 


Agency  Response:  Concur.  See  page  B-3. 


B.     Reimburse  the  General  Fund  $13,857  fi-om  the 
Special  Revenue  Fund 
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Agency  Response:  Concur.  See  page  B-3. 


Recommendation  #2 


We  recommend  the  office  account  for  Montana  Consensus 

Council,  Inc.  fmancial  activity  as  required  by  state  law Page  7 


Agency  Response:  Concur.  See  page  B-3 
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Recommgndatign  #3 


Recommendation  #4 


Recommendation  #5 


We  recommend  the  office  establish  the  Flathead  Basin 

Commission  account  required  by  state  law Page  8 

Agency  Response:  Do  not  concur.  See  page  B-4. 

We  recommend  the  office  deposit  money  in  accordance 

with  state  law Page  9 

Agency  Response:  Concur.  See  page  B-4. 

We  recommend  the  office  submit  Long-Range  Building  Program 
budget  amendments  to  the  Legislative  Finance  Committee  prior  to 
approval  inaccordance  with  section  5-12-401,  MCA Page  10 

Aggncy  Rgsppngg:  Concur.  See  page  B-4. 
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Introduction 


Introduction 


We  performed  a  financial-compliance  audit  of  the  Office  of  the  Gover- 
nor and  Lieutenant  Governor  (the  office)  for  the  two  fiscal  years  ended 
June  30,  1998.  The  objectives  of  the  audit  were  to: 


1 .  Determine  if  the  office  complied  with  applicable  federal  and  state 
laws  and  regulations. 

2.  Recommend  improvements  in  the  internal  and  management  con- 
trols of  the  office. 

3 .  Determine  if  the  fmancial  schedules  present  fairly  the  office's 
results  of  operations  for  each  of  the  two  fiscal  years  ended  June  30, 
1998. 

4.  Determine  the  implementation  status  of  prior  audit  recom- 
mendations. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  the  cost  to 
implement  the  recommendations  and  believe  the  cost  is  not  significant 
to  the  office.  Areas  of  concern  regarding  compliance  with  laws  and 
regulations  and  state  accoimting  policy  deemed  not  to  have  a  significant 
effect  on  the  successful  operations  of  the  office's  programs  are  not 
specifically  included  in  this  report,  but  have  been  discussed  with 
management. 


Background 


The  office  was  created  upon  acceptance  of  Montana  into  the  Union  in 
1889  and  is  provided  for  in  Article  VI  of  the  Montana  Constitution. 
The  following  paragraphs  discuss  the  fiinctions  of  the  various  programs 
administered  by  the  ofQce. 


Executive  Office  -  provides  administrative,  legal,  and  centralized 
services  support  for  the  office.  The  executive  office  oversees  and 
directs  the  activities  of  executive  branch  agencies.  In  addition,  the 
executive  office  administers  special  programs  which  impact  citizens  and 
governmental  concerns.  These  special  programs  include  the  Flathead 
Basin  Commission  and  the  Montana  Consensus  Council. 

Lieutenant  Governor  -  performs  duties  prescribed  by  law  and  those 
delegated  by  the  Governor.  The  Lieutenant  Governor  serves  as  the 
liaison  between  state  and  local  government,  assists  the  Governor  with 
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appointments  to  various  boards  and  commissions,  and  administers  the 
Montana  Rural  Development  Council. 

Office  of  Budget  and  Program  Planning  -  assists  the  Governor  in 
plaiming,  preparing,  and  administering  the  state  budget;  develops  and 
evaluates  alternative  program  plans  for  providing  state  government 
services;  and  acts  as  the  lead  executive  branch  agency  for  compliance 
with  the  federal  Single  Audit  Act. 

Citizens'  Advocate  Office  -  provides  accessibility  to  state  government 
for  Montana  citizens  by  providing  information  to  citizens  and  acting  as 
a  referral  service  to  state  agencies. 

Mental  Disabilities  Board  of  Visitors  -  protects  the  rights  of  the 
mentally  ill  and  the  developmentally  disabled.  The  five-member  board 
is  also  custodian  of  specific  patient  accounts  at  the  Montana  State 
Hospital. 

Mansion  Maintenance  -  maintains  the  Governor's  official  residence  and 
provides  security  for  the  Governor  and  his  family. 

Air  Transportation  -  provides  transportation  for  the  Governor  and  his 
staff.  The  Governor's  aircraft  is  available  to  other  state  agencies  for  a 
fee.  Fee  revenues  are  used  for  aircraft  operating  and  maintenance  costs. 

Coordinator  of  hidian  Affairs  -  serves  as  the  Governor's  liaison  with  the 
state's  Indian  tribes,  provides  information  and  policy  support  on  issues 
confronting  Indians  of  Montana,  and  advises  and  makes 
recommendations  to  the  legislative  and  executive  branches  on  these 
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Prior  Audit  Recommendations 


Prior  Audit  ^^  performed  the  prior  audit  of  the  Office  of  the  Governor  and 

Recommendations  Lieutenant  Governor  for  the  two  fiscal  years  ended  June  30,  1996.  The 

report  contained  three  recommendations.  The  office  implemented  two 
of  the  recommendations  and  partially  implemented  one. 

The  recommendation  partially  implemented  relates  to  proper  recording 
of  revenue  transactions. 
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Findings  and  Recommendations 


Compliance  with 
Accounting  Principles 


State  law  requires  transactions  entered  on  the  state's  accounting  system 
be  recorded  in  accordance  with  Generally  Accepted  Accounting 
Principles  (GAAP).  The  Department  of  Administration,  Accounting 
Bureau,  has  adopted  state  accounting  policies  which  comply  with 
GAAP.  Accounting  for  fmancial  activity  in  accordance  with  these 
requirements  improves  the  quality,  consistency  and  comparability  of  the 
resultant  fmancial  information  among  state  agencies.  It  also  ensures 
that  revenue  and  expenditures  are  properly  and  consistently  measured 
within  each  fiscal  year.  The  following  two  sections  discuss  areas  where 
the  office  can  improve  its  compliance  with  state  accounting  policy. 


Non-General  Fund  Money 
First 


The  office  administers  the  Citizens'  Advocate  program,  which  operates  a 
toll  free  number  for  citizens  to  call  and  voice  concerns  and  problems  or 
to  request  assistance.  The  Citizens'  Advocate  has  a  contract  with  the 
Department  of  Public  Health  and  Human  Services  (DPHHS)  for 
DPHHS  to  reimburse  the  office  for  calls  it  receives  related  to  DPHHS 
programs.  The  office  tracks  the  number  of  calls  and  bills  DPHHS 
accordingly.  DPHHS  pays  the  bill  with  federal  grant  funds.  All 
remaining  costs  are  fimded  through  the  state's  General  Fund. 


The  Citizens'  Advocate  is  appropriated  in  both  the  General  Fund  and 
Special  Revenue  Fund.  The  following  chart  shows  the  amount  of 
revenue  collected  from  DPHHS  and  the  amount  of  expenditures  charged 
to  the  Special  Revenue  Fund. 


Fiscal  Years 

1995-96 

1996-97       1997-98 

Revenue  Collected 

$18,380 

$19,497       $20,700 

Amount  Expended 

$15,252 

$14,804       $14,664 

Amount  of  Revenue  Unused 

$  3,128 

$  4,693       $  6,036 

The  General  Fund  supported  expenditures  totaling  $13,857  that  were 
reimbursed  by  federal  grants.  Personnel  stated  they  did  not  use  this 
money  because  they  did  not  have  the  appropriation  authority. 

State  law  requires  agencies  to  spend  non-general  fund  money  fu-st. 
State  policy  fiirther  allows  the  transfer  of  appropriation  authority  from 
the  General  Fund  to  the  Special  Revenue  Fund  provided  the  services  are 
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similar  to  those  for  which  General  Fund  was  appropriated.  In  each  of 
the  fiscal  years  the  office  should  have  submitted  a  budget  amendment  to 
transfer  authority  from  the  General  Fund  to  the  Special  Revenue  Fund  to 
spend  non-general  fimd  money  fu-st  in  accordance  with  state  law.  The 
ofiBce  should  reimburse  the  General  Fund  $13,857  from  the  federal 
monies  received  by  the  Citizens'  Advocate  Program. 


Recommendation  #1 

We  recommend  the  office: 

A.  Spend  non-general  fund  money  first  in  accordance  with  state 
law. 

B.  Reimburse  the  General  Fund  $13,857  from  the  Special 
Revenue  Fund. 


Montana  Consensus  During  fiscal  year  1996-97,  the  Montana  Consensus  Council  (council) 

Council  initiated  the  creation  of  the  Montana  Consensus  Council,  Inc.  (MCC). 

The  purpose  of  MCC  is  to  provide  additional  financial  resources  to  the 
council  and  those  resources  are  in  the  form  of  private  grants  and 
1*  donations  with  spending  restrictions.  The  articles  of  incorporation  and 

the  bylaws  of  MCC  both  state  the  majority  of  the  MCC  board  of 
directors  will  either  be  members  of  the  council  or  be  appointed  by  the 
council  members.  In  addition,  any  director  can  be  removed  by  a 
majority  vote  of  the  other  directors.  The  council  Director  is  also  the 
Executive  Director  for  MCC. 

GAAP  provide  criteria  for  determining  whether  a  particular 
activity/fimction  is  a  component  unit  of  the  primary  government.  If  a 
component  unit  meets  certain  criteria,  its  fmancial  activity  should  be 
combined  with  the  primary  government  for  reporting  purposes.  In  this 
case,  the  Governor  appoints  the  council  members  who  then  appoint  the 
MCC  directors.  The  council,  and  thus  the  state,  can  impose  its  will  on 
MCC.  Because  of  this  control,  the  two  groups  are  essentially  the  same 
and  MCC  fmancial  activity  should  be  recorded  on  the  accounting 
records  with  the  rest  of  the  office's  fmancial  activity.  As  a  result  of  not 
recording  this  information  on  the  accounting  records,  revenues  and  fiind 
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balance  are  understated  by  approximately  $85,000.  This  resulted  in  the 
qualified  opinion  on  the  financial  schedules  (see  page  A-3). 


Personnel  stated  the  office  is  in  the  process  of  considering  amendments 
to  the  MCC  Articles  of  Incorporation  to  modify  the  provisions 
pertaining  to  appointments  of  board  members.  If  amendments  are  made 
to  the  articles  of  incorporation,  MCC  may  no  longer  meet  the  defmition 
of  a  component  unit,  and  would  not  need  to  be  included  in  the 
accounting  records.  Unless  that  occurs,  the  office  should  record  the 
MCC  fmancial  activity  on  its  accounting  records  in  accordance  with 
GAAP  and  state  law. 


Recommendation  ifl 

We  recommend  the  office  account  for  Montana  Consensus 

Council,  Inc.  financial  activity  as  required  by  state  law. 


State  Compliance 


We  reviewed  selected  state  laws  and  policies  applicable  to  the  office. 
The  following  sections  discuss  areas  where  office  management  could 
enhance  comphance  with  state  laws  and  poUcies. 


Flathead  Basin  Commission 


The  Flathead  Basin  Commission  (FBC)  was  created  by  the  legislature  to 
monitor  and  protect  water  quality  in  the  Flathead  watershed.  The  FBC 
is  a  nonregulatory  organization  that  receives  funding  from  state,  federal, 
and  private  sources.  Section  75-7-306,  MCA,  states: 


"Estabhshment  of  account.  There  is  estabUshed  in  the 
State  Special  Revenue  Fund  a  Flathead  Basin  Commission 
account.  Money  received  by  the  Flathead  Basin 
Commission  under  section  75-7-305,  MCA,  and  such  other 
funds  as  are  designated  or  appropriated  for  its  use  must  be 
deposited  in  the  account." 

Currently,  there  is  no  FBC  account  in  the  State  Special  Revenue  Fund. 
FBC  activity  is  spht  between  a  Federal  Special  Revenue  Fund  account 
and  two  State  Special  Revenue  Fund  accounts,  neither  of  which  is 
exclusively  FBC  activity.  The  FBC's  primary  operating  expenses  are 
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directly  appropriated  from  and  accounted  for  in  the  Renewable  Resource 
Grants/Loans  account  which  is  used  by  several  state  agencies  and 
administered  by  the  Department  of  Natural  Resources  and  Conservation. 

Section  17-2-102,  MCA,  estabUshes  the  fund  structure  for  the  state  of 
Montana.  Specifically, ". . .  (B)  The  Federal  Special  Revenue  Fund 
consists  of  money  deposited  in  the  treasury  from  federal  sources, 
including  trust  income,  that  is  used  for  the  operation  of  state 
government."  This  section  would  indicate  the  FBC  federally-fimded 
activity  is  properly  classified. 

The  specificity  of  section  75-7-306,  MCA,  should  govern  the  FBC 
accounting.  The  requirements  of  section  17-2-102,  MCA,  concerning 
federal  revenues  can  be  met  by  recording  the  revenues  in  a  Federal 
Special  Revenue  Fund  account  and  transferring  them  to  the  FBC  State 
Special  Revenue  Fimd  account  required  by  section  75-7-306,  MCA. 
There  are  several  inactive  State  Special  Revenue  Fund  accounts  which 
are  still  assigned  to  the  office.  The  ofiQce  could  request  one  of  those  be 
reactivated/changed  to  accommodate  the  FBC  accounting  requirements. 

Recommen<?atlon  #3 

We  recommend  the  office  establish  the  Flathead  Basin 
Commission  account  required  by  state  law. 


Cash  Management  State  law  requires  all  money  that  is  collected  be  deposited  daily  with  the 

State  Treasurer  when  coin  and  currency  exceeds  $  1 00  or  the 
accumulated  amount  of  collections  exceed  $500.  The  law  is  designed  to 
maximize  interest  earnings  and  to  help  prevent  loss  or  theft  of  moneys 
the  state  has  received. 

We  noted  two  instances  during  the  audit  period  where  deposits  totaling 
$14,772  were  deposited  two  and  six  days  late.  We  reviewed  additional 
deposits  and  noted  19  of  approximately  221  deposits  were  not  deposited 
in  accordance  with  state  law.  We  determined  these  deposits,  totaling 
$3,587,  were  made  two  to  14  days  late. 
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Personnel  could  not  provide  any  specific  reasons  for  the  late  deposits, 
but  indicated  some  of  the  possibilities  might  be  relatively  small  dollar 
amounts,  checks  not  being  received  daily,  and  a  relatively  small  staff. 
By  not  depositing  the  money  in  accordance  with  state  law,  the  office 
increases  the  potential  for  theft.  Office  personnel  maintain  a  log  book 
of  receipts  which  includes  the  date  received  and  the  amount.  Office 
personnel  should  review  the  log  book  at  least  once  a  week  and  make  the 
necessary  deposits. 


Recommendation  #4 

We  recommend  the  office  deposit  money  in  accordance  with  state 

law. 


Long  Range  Building  Section  5- 12-40 1,  MCA,  states,  "All  budget  amendments  for  state 

Program  Budget  agencies  must  be  submitted  through  the  budget  director  to  the  legislative 

Amendments  finance  committee  as  soon  as  received  by  the  budget  director . . .." 

However,  the  Office  of  Budget  and  Program  Plaiming  (OBPP)  reviews 
and  approves  Long-Range  Building  Program  (LRBP)  budget 
amendments  prior  to  submitting  them  to  the  Legislative  Finance 
Committee. 

OBPP  personnel  stated  Title  17,  chapter  7,  part  2  governs  LRBP  budget 
amendments,  and  therefore  OBPP  makes  a  distinction  between  LRBP 
amendments  and  other  amendments  on  its  budget  documents.  Section 
17-7-2 11  (2),  MCA,  states,  "A  proposed  long-range  building  program 
budget  amendment  must  be  submitted  to  the  budget  director  through  the 
architecture  and  engineering  division  of  the  department  of 
administration.  The  budget  director,  through  a  long-range  building 
program  budget  amendment,  may  authorize:  (a)  the  transfer  of  excess 
fluids  appropriated  to  a  capital  project  within  an  agency  to  increase  the 
appropriation  of  another  capital  project  within  that  agency;  or  (b) 
financing  to  expand  a  project  with  fijnds  that  were  not  available  for 
consideration  by  the  legislature."  There  is  nothing  in  this  section  of  the 
MCA  which  creates  an  inconsistency  with  section  5-12-401,  MCA. 
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Findings  and  Recommendations 


OBPP  should  submit  LRBP  budget  amendments  to  the  Legislative 
Finance  Committee  as  soon  as  they  are  received  in  accordance  with  state 
law. 


Recommendation  #5 

We  recommend  the  office  submit  Long-Range  Building  Program 
budget  amendments  to  the  Legislative  Finance  Committee  prior 
to  approval  in  accordance  with  section  5-12-401,  MCA. 
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LEGISLATIVE  AUDIT  DIVISION 

Scolt  A.  Seacat,  Legislative  Auditor  /^a^^^\  Deputy  Legislative  Auditors: 

John  W.  Northey,  Legal  Counsel  nBM^Ug^y'  iim  Pellegrini,  Performance  Audit 

Tori  Hunthausen,  IT  &  Operations  Manager  W^^^^^J  James  Gillett,  Financial-Compliance  Audit 


INDEPENDENT  AUDITOR'S  REPORT 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  Schedules  of  Changes  in  Fund  Balances  &  Property  Held  in  Trust, 
Schedules  of  Total  Revenues  &  Transfers-In,  and  Schedules  of  Total  Expenditures  &  Transfers-Out  of  the 
Governor's  Office  for  each  of  the  two  fiscal  years  ended  June  30,  1998.  The  information  contained  in  these 
fmancial  schedules  is  the  responsibility  of  the  office's  management.  Our  responsibility  is  to  express  an 
opinion  on  these  financial  schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards  require 
that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether  the  fmancial  schedules  are 
fi-ee  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence  supporting  the  amounts 
and  disclosures  in  the  fmancial  schedules.  An  audit  also  includes  assessing  the  accounting  principles  used 
and  significant  estimates  made  by  management,  as  well  as  evaluating  the  overall  fmancial  schedule  presenta- 
tion. We  believe  that  our  audit  provides  a  reasonable  basis  for  oiu"  opinion. 

As  described  in  note  1,  the  fmancial  schedules  are  presented  on  a  comprehensive  basis  of  accoimting  other 
than  generally  accepted  accounting  principles.  The  schedules  are  not  intended  to  be  a  complete  presentation 
and  disclosure  of  the  office's  assets  and  liabilities. 

The  office  initiated  the  creation  of  and  works  closely  with  the  Montana  Consensus  Council,  Inc.  (MCC). 
Because  the  legal  structure  of  MCC  gives  the  state  control  of  MCC  activities,  the  MCC  fmancial  activity 
should  be  included  with  the  fmancial  schedules  of  the  office.  The  office  did  not  record  this  information  on  the 
accounting  records,  which  resulted  in  the  following  misstatements  in  fiscal  year  1997-98  in  the  Special 
Revenue  Fimd;  Grants,  Contracts,  Donations  and  Abandonments  revenue  is  understated  $84,500,  Investment 
Earnings  revenue  is  understated  $874,  Other  Expenses  are  understated  by  $605,  and  Fund  Balance  is 
understated  by  $84,769. 
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Room  135,  Slate  Capitol  Building,  PO  Box  201705    Helena  MT  59620-1705 
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In  our  opinion,  except  for  the  effects  of  the  matter  discussed  in  the  preceding  paragraph,  the  financial 
schedules  referred  to  above  present  fairly  the  results  of  operations  and  changes  in  fund  balances  of  the 
Governor's  Office  for  the  two  fiscal  years  ended  June  30,  1998,  in  conformity  with  the  basis  of  accounting 
described  in  note  1. 

Respectfiilly  submitted. 


^^y5J2<^^ 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 
August  21,  1998 
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Notes  to  the  Financial  Schedules 

For  the  Two  Fiscal  Years  Ended  June  30,  1998 


Summary  of  Significant 
Accounting  Policies 


Basis  of  Accounting 


The  office  uses  the  modified  accrual  basis  of  accounting,  as  defmed  by 
state  accounting  pohcy,  for  its  Governmental  and  Agency  Funds.  In 
applying  the  modified  accrual  basis,  the  office  records: 


Revenues  when  it  receives  cash  or  when  receipts  are  measurable  and 
available  to  pay  current  period  liabilities. 

Expenditures  for  valid  obligations  when  the  office  incurs  the  related 
liability  and  it  is  measurable,  with  the  exception  of  the  cost  of 
employees'  aimual  and  sick  leave.  State  accounting  policy  requires  the 
office  to  record  the  cost  of  employees'  annual  leave  and  sick  leave  when 
used  or  paid. 

Expenditures  and  expenses  may  include:  entire  budgeted  service 
contracts  even  though  the  office  receives  the  services  in  a  subsequent 
fiscal  year;  goods  ordered  with  a  purchase  order  before  fiscal  year-end, 
but  not  received  as  of  fiscal  year-end;  and  equipment  ordered  with  a 
purchase  order  before  fiscal  year-end. 


Basis  of  Presentation 


The  financial  schedule  format  is  in  accordance  with  the  policy  of  the 
Legislative  Audit  Committee.  The  fmancial  schedules  are  prepared 
from  the  transactions  posted  to  the  Statewide  Budgeting  and  Accounting 
System  (SBAS)  without  adjustment.  Consequently,  these  schedules  do 
not  agree  in  all  cases  to  fmal  SBAS  summary  reports.  The  differences 
are  explained  in  Note  2. 


Accounts  are  organized  in  funds  according  to  state  law.  The  office  uses 
the  following  funds: 

Governmental  Funds 

General  Fund  -  to  accoimt  for  all  fmancial  resources  except  those 
required  to  be  accounted  for  in  another  fund. 

Special  Revenue  Fund  -  to  account  for  proceeds  of  specific  revenue 
sources  legally  restricted  to  expenditures  for  special  purposes.  Office 
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Notes  to  the  Financial  Schedules 


Special  Revenue  funds  include  activity  associated  with  the  Flathead 
Basin  Commission,  Montana  Consensus  Council,  the  Montana  Rural 
Development  Council,  the  Mental  Disabilities  Board  of  Visitors,  and 
operation  of  the  governor's  aircraft. 

Fiduciary  Funds 

Agency  Funds  -  to  account  for  assets  held  by  the  State  in  a  trustee 
capacity  or  as  an  agent  for  individuals,  private  organizations,  other 
governments  or  other  fimds.  The  office's  Mental  Disabilities  Board  of 
Visitors  maintains  an  Agency  Fund  for  some  patient  accounts  at  the 
Montana  State  Hospital. 


Accounting  Records 


As  discussed  in  note  1  under  basis  of  presentation,  there  are  instances 
where  a  summary  of  SBAS  transactions  will  not  agree  to  year-end 
SBAS  summary  reports.  During  fiscal  year  1996-97,  a  revenue  estimate 
reclassification  caused  the  following  discrepancies: 


Year-End 


Other  Financial  Sources 
Over  (Under)  Estimate 

Summary 
($276,291) 

Transaction 
Roll-ups 

($176,291) 

Differences 
($100,000) 

Federal  Over  (Under) 
Estimate 

($12,500) 

($112,500) 

$100,000 

General  Fund  Balance 


The  negative  fimd  balance  in  the  General  Fund  does^not  indicate 
overspent  appropriation  authority.  Each  agency  does  not  have  a 
separate  General  Fund  since  its  only  authority  is  to  pay  obligations  fi-om 
the  statewide  General  Fund  within  its  appropriation  limits.  Each  agency 
records  cash  or  other  assets  from  the  statewide  fimd  when  it  pays 
General  Fund  obligations.  The  office's  outstanding  liabilities  exceed  the 
assets  the  agency  has  placed  in  the  fimd,  resulting  in  negative  ending 
General  Fund  balances  for  each  of  the  two  fiscal  years  ended  June  30, 
1998. 


Page  A-12 


Notes  to  the  Financial  Schedules 


Cash  Transfers-In  (Out)  Th^  office  has  several  accounts  that  it  shares  with  other  state  agencies. 

To  move  the  cash  collected  to  or  from  the  office  without  recording 
revenues  and  expenditures  twice,  a  Cash  Transfer-In  is  recorded  on  the 
accounting  records  of  the  agency  that  expends  the  money  and  a  Cash 
Transfer-Out  is  recorded  on  the  accounting  records  of  the  agency  that 
collects  the  money. 
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Office  of  the  Governor 

State  of  Montana 


Marc  Racicot  L^Sg^'^^^n  State  Capitol 

Governor  \ j^wMf' ";^^M|?i'  Helena,  Montana 59620 -os 


November  9,  1998 


9'C^    i:h 
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Mr.  Scott  A.  Seacat,  Legislative  Auditor  |      t.  — ^  -    - " 

Legislative  Audit  Division  ^  .     .  ■  -  •  ^  -  -^ ;  ''•■• ':' i  '    J 

Room  135,  State  Capitol  Building 
P.O.  Box  201705 
Helena  MT  59620-1705 

Dear  Mr.  Seacat: 

Following  are  our  responses  to  the  recommendations  contained  in  your  audit  of  the  Office 
of  the  Governor  and  Lieutenant  Governor  for  the  two  fiscal  years  ending  June  30,  1998. 

We  would  first  like  to  note  that  the  amount  of  the  items  not  disclosed  on  the  state's 
financial  records,  while  material  in  the  state  special  revenue  fund,  represents  only  about 
2/4%  of  the  entire  office  budget  for  FY98.  We  maintain  that,  overall,  SBAS  does  present 
an  accurate  representation  of  our  office's  financial  activity. 

1 .  Recommendation:  We  recommend  the  office:  A.  Spend  non-general  fund  money 
first  in  accordance  with  state  law.  B.  Reimburse  the  General  Fund  $13,857  from  the 
Special  Revenue  Fund. 

Response:  We  concur  with  the  recommendation.  We  will  request  budget 
amendment  authority  during  FY99  to  spend  the  cash  balance  in  this  account. 

2.  Recommendation:  We  recommend  the  office  account  for  Montana  Consensus 
Council,  Inc.  financial  activity  as  required  by  state  law. 

Response:  We  concur  with  the  recommendation.  We  have  recommended  to  the 
Montana  Consensus  Council,  Inc.  ("Inc")  that  it  amend  its  articles  of  incorporation 
and  its  bylaws  to  prevent  the  possibility  of  having  a  majority  of  board  members  and 
an  executive  director  who  serve  the  Consensus  Council  itself.  We  would  also 
recommend  that  the  board  members  of  Inc  not  be  appointed  by  the  Consensus 
Council  board.  If  these  recommendations  were  implemented,  Inc  would  no  longer 
meet  the  definition  of  a  "component  unit"  of  Montana  state  government  and  thus  its 
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Scott  A.  Seacat 
Page  2 
November  9,  1998 

financial  transactions  would  not  need  to  be  reported  on  SBAS,  although  it  would  be 
our  recommendation  that  Inc's  financial  records  be  made  available  for  public 
inspection. 

3.  Recommendation:  We  recommend  the  office  establish  the  Flathead  Basin 
Commission  account  required  by  state  law. 

Response:  The  Office  does  not  believe  that  establishment  of  a  special  account 
would  serve  any  purpose  of  accountability;  the  account  was  originally  set  up  to 
enable  all  funds  therein  to  be  statutorily  appropriated,  but  the  statutory  appropriation 
has  been  long  ago  repealed.  Rather  than  establish  an  unnecessary  account  that 
would  require  maintenance,  we  are  proposing  legislation  that  will  repeal  the 
remaining  portion  of  the  statute  that  requires  this  account. 

4.  Recommendation:  We  recommend  the  office  deposit  money  in  accordance  with 
state  law. 

Response:  We  concur  with  the  recommendation. 

5.  Recommendation:  We  recommend  the  office  submit  Long-Range  Building  Program 
budget  amendments  to  the  Legislative  Finance  Committee  prior  to  approval  in 
accordance  with  section  5-12-401,  MCA. 

Response:  We  concur  with  the  recommendation.  These  budget  amendments  are 
now  being  sent  to  the  Legislative  Finance  Committee  prior  to  approval. 


Sincerely, 

.liiDY  BROWNING  J 


Chief  of  Staff 
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